Follow up to the European Parliament resolution on recovery and resolution framework for non-bank institutions, adopted by the Commission on 11 March 2014
1. Rapporteur: Kay SWINBURNE (ECR/UK)

2. EP reference number: A7-0343/2013 / P7_TA-PROV(2013)0533
3. Date of adoption of the Resolution: 10 December 2013

4. Subject: Recovery and resolution of financial institutions other than banks

5. Competent Parliamentary Committee: Committee on Economic and Monetary Affairs (ECON)
6. Brief analysis/assessment of the Resolution and requests made in it:

The resolution underlines that EU measures should be developed to ensure that the impacts of a potential failure of financial entities such as clearing houses (central counterparties) and payment and securities settlement systems (central securities depositories) could be mitigated.

The resolution addresses a topic which is potentially highly significant, namely how to ensure that the potential financial distress of a systemic financial institution other than a bank, such as a central counterparty (CCP), can be addressed while preserving financial stability and avoiding that taxpayers have to bail it out.

The resolution stresses some factors which a recovery and resolution framework should consider. These include the demand for CCPs to have in place comprehensive recovery arrangements which provide protection against all foreseeable circumstances over and above the funds and resources required by Regulation (EU) No 648/2012 on OTC derivatives, central counterparties and trade repositories (EMIR). The procedures for how losses should be allocated between direct and indirect participants of a CCP in a situation of distress should also be transparent. The resolution asserts that the dividing-line between recovery and resolution in the case of CCPs should be when the available loss absorption capacity of the CCP has been depleted and a terminal deterioration in its viability could seriously harm overall financial stability. In order to ensure the continuity of critical services provided by CCPs, at this point the authority could intervene and remove the CCP’s management, and transfer critical services or operational control of the CCP to another provider. The entry into resolution could also imply allocating losses more widely beyond clearing members to their clients.

Regarding central securities depositories (CSDs), the resolution signals that adequate recovery and resolution measures should preferably also be foreseen at EU level to ensure the continuity notably of their primary settlement function. In the absence of EU measures, Member States should ensure the establishment of appropriate recovery and resolution plans for all CSDs, and should coordinate existing regimes for CSDs in order to improve certainty and continuity in their functions.

The resolution signals that other financial institutions such as insurance companies and asset managers may pose less systemic risk, but that developments should be carefully assessed.

7. Response to requests and overview of action taken, or intended to be taken, by the Commission:
On the whole, the Commission has committed to work in the direction advocated by the resolution as part of the G20 agreements on the reform of the financial sector in the wake of the crisis. A public consultation carried out in 2012 as well as subsequent work has established that Member States also largely agree, notably as regards the need to address the potential systemic fallout of the failure of a CCP.

CCPs are entities that interpose themselves between counterparties to contracts traded in one or more financial markets in order to assume their rights and obligations and which thereby play a central role in processing transactions and managing systemic risk by ensuring trades are backed by collateral. They therefore concentrate a significant level of financial risk. The implementation of the G20 reforms, with the mandatory central clearing of all standardized over-the-counter (OTC) derivatives in CCPs, will further increase their systemic importance.

In view of this, the Commission agrees with the need to work towards adopting a proposal for an EU framework for the recovery and resolution of CCPs as a priority among nonbank financial institutions.

Regarding other types of financial institutions, the Commission will consider the recommendations made in the resolution. It will take into account the nature of the systemic risks represented by different nonbank institutions and identify where EU measures would be most relevant.
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